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Item 1. Business.

Where to Find More Information

The Federal Home Loan Bank of Chicago ® maintains a website located at www.fhibc.com where we make available our financial
statements and other information regarding us and our products free of charge. We are required to file with the Securities and
Exchange Commission (SEC) an annual report on Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K.
The SEC maintains a website that contains these reports and other information regarding our electronic filings located at
www.sec.gov. These reports may also be read and copied at the SEC's Public Reference Room at 100 F Street, NE,
Washington, DC 20549. Further information about the operation of the Public Reference Room may be obtained by calling
1-800-SEC-0330. Information on these websites, or that can be accessed through these websites, does not constitute a part of
this annual report.

A Glossary of Terms can be found on page 119.

Introduction

We are a federally chartered corporation and one of 11 Federal Home Loan Banks (the FHLBs) that, with the Office of Finance,
comprise the Federal Home Loan Bank System (the System). The FHLBs are government-sponsored enterprises (GSE) of the
United States of America and were organized under the Federal Home Loan Bank Act of 1932, as amended (FHLB Act), in order
to improve the availability of funds to support home ownership.

Each FHLB operates as a separate entity with its own management, employees, and board of directors. Each FHLB is a
member-owned cooperative with members from a specifically defined geographic district. Our defined geographic district
consists of the states of lllinois and Wisconsin. We are supervised and regulated by the Federal Housing Finance Agency
(FHFA), an independent federal agency in the executive branch of the United States (U.S.) government.

As a cooperative, we do business with our members and, under limited circumstances, our former members, as well as providing
support for the members of other FHLBs through our role operating the Mortgage Partnership Finance® (MPF®) Program. All
federally-insured depository institutions, insurance companies engaged in residential housing finance, credit unions, and
community development financial institutions located in lllinois and Wisconsin are eligible to apply for membership. All members
are required to purchase our capital stock as a condition of membership; our capital stock is not publicly traded.

As of December 31, 2015, we had 410 full time and 12 part time employees.

“Mortgage Partnership Finance”, “MPF”, “MPF Xtra”, “Downpayment Plus”, and "Community First" are registered trademarks of
the Federal Home Loan Bank of Chicago.

Mission Statement

Our mission is to partner with our member shareholders in lllinois and Wisconsin to provide them competitively priced funding, a
reasonable return on their investment in the Bank, and support for community investment activities.

@ Unless otherwise specified, references to we, us, our and the Bank are to the Federal Home Loan Bank of Chicago.
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Membership Trends

The following table presents the geographic locations of our members by type of institution:

December 31, 2015 December 31, 2014
Number of Institutions Number of Institutions
lllinois  Wisconsin Total Percent lllinois Wisconsin Total Percent

Commercial banks 350 196 546 74% 354 199 553 75%
Thrifts 63 26 89 12% 72 29 101 13%
Credit unions 32 36 68 9% 28 35 63 8%
Insurance companies 25 9 34 5% 25 7 32 4%
Community Development

Financial Institutions 2 1 3 —% 2 — 2 —%
Total 472 268 740 100% 481 270 751 100%

The following table presents our members by asset size. Community Financial Institution size is determined by our regulator the
FHFA, as FDIC-insured institutions with an average of total assets over the prior three years which is less than an amount
specified annually by the FHFA. For 2013-2015 the amount was $1.128 billion. See the Glossary of Terms on page 119 for
further details.

As of December 31, 2015 2014
Member Asset Size:

Community Financial Institutions 89.85% 89.86%
Larger Non-CFI Institutions 10.15% 10.14%
Total 100% 100%

During 2015, we lost 27 members due to mergers and acquisitions, one of which resulted after the member was placed into
receivership by its regulator. Although 22 of these members were acquired by other members in our district, five were acquired
by out-of-district institutions.

We added eight commercial bank members, five credit unions, two insurance companies and one community development
financial institution during 2015, as we continue to work toward our goal of building a stronger cooperative by adding new
members.

In addition to having access to the Bank as a source of standby liquidity, 80% of our total number of members used one or more
of our credit products such as advances, standby letters of credit, or the MPF Program at some point during the years ending
2015 and 2014.

Business Overview

Our mission-focused business is different from that of a typical financial services firm. As a cooperative, we use our resources to
support member utilization of the cooperative, and to support the communities in which members operate. Our strategy revolves
around two goals:

*  Maintaining the member-focused Bank, which involves all areas of the Bank coming together to deliver excellent
products and services to our members. Being member-focused means applying the resources of the Bank to enhance
the value of membership.

»  Building the MPF business, which is rapidly becoming accepted by most of the other FHLBs as the mortgage
aggregation platform for the FHLB System. We have the opportunity and responsibility to manage the products,
operations and administration of a platform that provides community lending institutions across the U.S. with access to
the secondary mortgage market.
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The following table represents our view of the mission-focused business we do as a cooperative bank.

Par value outstanding at December 31, 2015 2014
Advances $ 36,605 $ 32,303
Mortgage assets (Acquired Member Assets - AMA) 4,870 6,055
Primary mission assets 41,475 38,358
Consolidated obligations $ 64,268 $ 65,461
Current core mission asset ratio 64.5% 58.6%

Supplemental mission assets and activities

MPF Program Loans held by other third party investors $ 15,399 § 14,474
Member standby letters of credit 6,678 3,617
Mission related liquidity 4,244 5,087
Small Business Administration investments 2,253 2,616
Housing authority standby bonds purchased and commitments outstanding 445 417
MPF Loan delivery commitments 279 143
Advance commitments 168 262
Member derivatives 84 22
Community First Fund loans and commitments 40 11
Supplemental mission assets and activities 29,590 26,649
Total primary and supplemental mission assets and activities $ 71,065 $ 65,007

We provide credit to members principally in the form of secured loans called advances (inclusive of forward starting advances),
as well as through standby letters of credit. We provide liquidity for home mortgage loans to members approved as Participating
Financial Institutions (PFls) through the MPF Program. We also serve as a critical source of standby liquidity for our members.

Our primary funding source is proceeds from the sale to the public of FHLB debt instruments (consolidated obligations) which
are, under the FHLB Act, the joint and several liability of all the FHLBs. Consolidated obligations are not obligations of the U.S.
government, and the U.S. government does not guarantee them. Additional funds are provided by deposits, other borrowings,
and the issuance of capital stock. We also provide members and non-members with correspondent services such as
safekeeping, wire transfers, and cash management.

The FHFA has issued an advisory bulletin which provides guidance relating to a core mission asset ratio by which the FHFA will
assess each FHLB’s core mission achievement, as further discussed in Legislative and Regulatory Developments on page
18.

Member-Focused Business

Member credit products, which include advances, standby letters of credit, and other extensions of credit to borrowers, are
discussed in detail below.

Advances
We provide credit to members principally in the form of secured loans, called advances. Our advances to members:
* serve as a reliable source of funding and liquidity;
» provide members with enhanced tools for asset-liability management;
* provide interim funding for those members that choose to sell or securitize their mortgages;
 support residential mortgages held in member portfolios;

5
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 support important housing markets, including those focused on very low-, low-, and moderate-income households;
and

* provide funds to member community financial institutions (CFI) for secured loans to small businesses, small farms,
small agri-businesses, and community development activities.

We make secured, fixed- or floating-rate advances to our members. Advances are secured by mortgages and other collateral
that our members pledge. We determine the maximum amount and term of advances we will lend to a member as follows:

» we value the types of collateral eligible to be pledged to us and apply a margin to secure our advances to members,
based on our assessment of the member's creditworthiness and financial condition; and

* we conduct periodic collateral reviews with members to establish the amount we will lend against each collateral type.

We are required to obtain and maintain a security interest in eligible collateral at the time we originate or renew an advance. For
further detail on our underwriting and collateral guidelines, see Establishing Credit Limits on page 63.

We offer a variety of fixed- and adjustable-rate advances, with maturities ranging from one day to 30 years. Examples of
standard advance structures include the following:

» Fixed-Rate Advances: Fixed-rate advances have maturities from one day to 30 years.

» Variable-Rate Advances: Variable-rate advances include advances that have interest rates that reset periodically at a
fixed spread to an FHLB discount note rate-based index, LIBOR, Federal Funds, or some other index. Depending
upon the type of advance selected, the member may have an interest-rate cap embedded in the advance to limit the
rate of interest the member would have to pay.

» Putable Advances: We issue putable, fixed- and floating-rate advances in which we maintain the right to terminate
the advance at predetermined exercise dates at par.

» Callable Advances: We issue callable, fixed-rate advances in which members have the right to prepay the advance
on predetermined dates without incurring prepayment or termination fees.

» Other Advances: (1) Open-line advances are designed to provide flexible funding to meet our members' daily liquidity
needs and may be drawn for one day. These advances are automatically renewed. Rates are set daily at the close
of business. (2) Fixed amortizing advances have maturities that range from one year to 30 years, with the principal
repaid over the term of the advances monthly, quarterly, or semi-annually. (3) Fixed Rate with Floating Spread
advances are designed to meet our members’ liability duration needs at lower cost than regular fixed rate advances.

We also offer features designed to meet our members' business needs such as the following:

«  Symmetrical prepayment feature where the member would either pay a prepayment fee or prepay the
advance below par upon termination, depending on the structure of the advance at the time of termination.

«  Commitment feature, called “forward-starting advances", to fund an advance on a negotiated funding date at a
predetermined interest rate.

«  Expander feature, which allows a member one or multiple opportunities to increase the principal amount of the
advance.

The FHLB Act authorizes us to make advances to eligible non-member housing associates. By regulation, such housing
associates must: (i) be approved under Title Il of the National Housing Act; (ii) be chartered institutions having succession; (iii) be
subject to the inspection and supervision of some governmental agency; (iv) lend their own funds as their principal activity in the
mortgage field; and (v) have a financial condition such that advances may be safely made to it. We must approve a housing
associate applicant in order for it to be eligible to borrow. We currently have approved four non-member housing associates that
are eligible to borrow from the Bank. We had $10 million in advances outstanding to non-member housing associates at
December 31, 2015, and $10 million at December 31, 2014.
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Competition

Demand for our advances is affected by, among other things, the cost of other sources of funding available to our members,
including our members' customer deposits. We compete with suppliers of both secured and unsecured wholesale funding.
These competitors may include investment banks, commercial banks, and other FHLBs when our members' affiliated institutions
are members of other FHLBs. Under the FHLB Act and FHFA regulations, affiliated institutions in different FHLB districts may be
members of different FHLBs.

Some members may have limited access to alternative funding sources while other members may have access to a wider range
of funding sources, such as repurchase agreements, brokered deposits, commercial paper, covered bonds collateralized with
residential mortgage loans, and other funding sources. Some members, particularly larger members, may have independent
access to the national and global credit markets.

The availability of alternative funding sources influences the demand and pricing for our advances and can vary as a result of a
number of factors, such as market conditions, products, members' creditworthiness, and availability of collateral. We compete
for advances on the basis of the total cost of our products to our members (which include the rates we charge, required capital
stock purchases, and any dividends we pay), credit and collateral terms, prepayment terms, product features such as embedded
options, and the ability to meet members' specific requests on a timely basis.

In addition, our competitive environment continues to be impacted by the Federal Reserve’s low interest-rate environment and
the extent to which our members use our advances primarily as a back-up source of liquidity as opposed to part of their primary
funding strategies. For further discussion of the impact of these and other factors on demand for our advances, see Risk
Factors on page 19.

Standby Letters of Credit

We provide members with standby letters of credit (also referred to herein as letters of credit) to support obligations to third
parties to facilitate residential housing finance, community lending, to achieve liquidity, and for asset-liability management
purposes. In particular, members often use letters of credit as collateral for deposits from federal and state governmental
agencies. Letters of credit are generally available for terms up to 20 years or for a one year term renewable annually. If we are
required to make payment for a beneficiary's draw, these amounts either must be reimbursed by the member immediately or may
be converted to an advance. Our underwriting and collateral requirements for letters of credit are the same as the underwriting
and collateral requirements for advances. Letters of credit are not subject to activity capital stock purchase requirements. If any
advances were to be made in connection with these standby letters of credit, they would be made under the same standards and
terms as any other advance. For more details on our letters of credit see Note 17 - Commitments and Contingencies to the
financial statements.

Mortgage Partnership Finance® Program
Introduction

We developed the MPF® Program to provide an additional source of liquidity to our members and to allow us to invest in
mortgages to help fulfill our housing mission. The MPF Program is a secondary mortgage market structure under which we
acquire eligible mortgage loans from or through PFls, and in some cases we purchased participations in pools of eligible
mortgage loans from other FHLBs (collectively, MPF Loans). MPF Loans are conventional and government fixed-rate mortgage
loans secured by one-to-four family residential properties with maturities ranging from 5 to 30 years or participations in such
mortgage loans that are acquired under the MPF Program.

In June 2015, we resumed purchasing MPF Loans held in portfolio from members in our district after receiving the FHFA's
consent to acquire these new investments that have a term to maturity in excess of 270 days. During the first two years of such
purchases, our regulatory approval to invest in MPF Loans held in portfolio is limited to the lesser of five times retained earnings
or 15% of total assets. As of December 31, 2015, the retained earnings limit was $13.7 billion and the assets limit was $10.6
billion; and our actual MPF Loans held in portfolio amount was $4.8 billion. After two years of purchases, unless advised
otherwise by FHFA, the limit for our investment in MPF Loans held on our balance sheet will be the lesser of eight times retained
earnings or 20% of total assets.

In 2008, the first non-portfolio product that we introduced was the MPF Xtra® product under which we purchase MPF Loans from
PFls and concurrently sell them to the Federal National Mortgage Association (Fannie Mae). We earn a nominal fee over time
from the difference between the price that we pay the PFI and the price that Fannie Mae pays us.
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In 2014, we introduced two new mortgage products as part of the MPF Program product suite. Under the MPF Direct product, we
purchase non-conforming (jumbo) mortgage loans from PFls and concurrently sell them to a third party investor. We also
introduced the MPF Government MBS product under which we aggregate Government Loans in order to issue securities
guaranteed by the Government National Mortgage Association (Ginnie Mae) that are backed by such Government Loans.

Retained in Our Held for
MPF Product Mortgage Type | Loan Balance Investment Portfolio? Servicing
MPF Original, MPF 100;
MPF 125 and MPF Plus
(and its variation, MPF Yes, but may sell participation Servicing Retained
35) Conventional Conforming interests and Released
Yes, but may sell participation Servicing Retained
MPF Government Government Conforming interests and Released
Servicing Retained
MPF Xtra Conventional Conforming Sold to Fannie Mae and Released
Non-conforming
jumbo - up to
MPF Direct Conventional 1,500,000 for 1 unit) |Sold to Third Party Investor Servicing Released
Servicing Retained
MPF Government MBS | Government Conforming Securitized in Ginnie Mae MBS and Released
MPF Program Design

We have entered into agreements with other participating FHLBs under which we and they (together, the MPF Banks) acquire
MPF Loans from member PFIs and we provide programmatic and operational support in our role as MPF Provider for which we
receive a fee. The MPF Program portfolio products were designed to allocate the risks of MPF Loans among the MPF Banks
and PFls. For MPF Loans held in portfolio, the MPF Banks are responsible for managing the interest rate risk, prepayment risk,
credit risk in excess of any PFI credit enhancement obligation, and liquidity risk associated with such investment.

We developed four MPF Loan products in which PFls share in the associated credit risk of conventional MPF Loans held in
portfolio which meet the FHFA Acquired Member Assets (AMA) regulation requirements (MPF Original, MPF 100, MPF 125 and
MPF Plus (or its variation, MPF 35)). Government Loans purchased under the MPF Government product also qualify as AMA
and are insured or guaranteed by one of the following government agencies: the Federal Housing Administration (FHA); the
Department of Veterans Affairs (VA); Rural Housing Service of the Department of Agriculture (RHS); or Department of Housing
and Urban Development (HUD) (collectively, Government Loans).

In addition to our portfolio MPF products, PFls sell eligible MPF Loans to us through the MPF Program infrastructure and we
concurrently sell them to Fannie Mae under the MPF Xtra product and to third party investors under the MPF Direct product.
Under our MPF Government MBS product, PFls sell us Government Loans that we intend to hold in our portfolio for a short
period of time until such loans are pooled into Ginnie Mae MBS. Other MPF Banks that offer these three products to their PFls
thereby allow their PFls to sell MPF Loans directly to us. See Mortgage Standards on page 10 and MPF Servicing on page 11.

In connection with each mortgage loan sale to our third party investors, we make customary warranties regarding the eligibility of
the mortgage loans. If an eligibility requirement or other warranty is breached, the applicable third party investor could require us
to repurchase the MPF Loan. Such a breach is normally also a breach of the originating PFI's representations and warranties
under the PFI Agreement or the MPF Origination Guide and MPF Servicing Guide (together, the MPF Guides), and we can
require the PFI to repurchase that MPF Loan from us.

Under the MPF Xtra product and the MPF Government MBS product, PFls retain the right and responsibility for servicing these
MPF Loans or sell the servicing to an eligible servicer as similarly done for the MPF products held in our portfolio. Under our
agreements with Fannie Mae and Ginnie Mae, we are responsible for the servicing of the MPF Loans under certain servicing
options. If a servicer were to breach its servicing obligations, we have the right to terminate its servicing rights and move the
servicing to another qualified servicer and require the breaching servicer to indemnify us for any loss arising from such breach.
We also offer a servicing released option for the MPF Government MBS product in which the servicing rights for such MPF
Loans are sold to an approved servicer that will be directly responsible to Ginnie Mae for the servicing responsibilities. The MPF
Direct product is servicing released only and the servicing of MPF Direct loans is transferred to the third party investor at
mortgage loan origination. We do not have any responsibilities related to the servicing of MPF Loans delivered under the MPF
Direct product.
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If a PFI that is a member of another MPF Bank wishes to sell or service MPF Loans under the MPF Xtra, MPF Direct, or MPF
Government MBS products, its MPF Bank must authorize it and agree to enforce its PFI Agreement for our benefit, which would
include enforcing the PFI's obligation to repurchase ineligible MPF Loans and to indemnify us for certain losses.

Participation of other FHLBs

The current MPF Banks are the FHLBs of: Atlanta, Boston, Chicago, Dallas, Des Moines, New York, Pittsburgh, San Francisco,
and Topeka. MPF Banks generally acquire whole loans from their respective PFls or they may acquire participations from
another MPF Bank. Under the MPF Xtra, MPF Direct, and MPF Government MBS products, we acquire whole loans from PFls of
other MPF Banks with that MPF Bank’s permission.

PFI Eligibility

Members and eligible housing associates may apply to become PFls of their respective MPF Bank. The member and its MPF
Bank sign an MPF Program Participating Financial Institution Agreement (PFI Agreement) that provides the terms and conditions
for the sale of MPF Loans, including required credit enhancement, and for the servicing of MPF Loans. All of the PFl's
obligations under the PFl Agreement are secured in the same manner as other obligations of the PFI, under its advances
agreement with the MPF Bank. The MPF Bank has the right under the PFI Agreement to request additional collateral to secure
the PFI's obligations.

PFI Responsibilities

For conventional MPF Loan products held in our portfolio, PFls retain a portion of the credit risk on the MPF Loans acquired by
an MPF Bank by providing credit enhancement (CE Amount) which may be either a direct liability to pay credit losses up to a
specified amount or a contractual obligation to provide supplemental mortgage guaranty insurance (SMI). Each MPF Loan
delivered by a PFl is linked to a Master Commitment so that the cumulative CE Amount, if applicable, can be determined for
each Master Commitment. The PFI's CE Amount covers losses for conventional MPF Loans under a Master Commitment in
excess of the MPF Bank's first loss account (FLA). The FLA is a memo account used to track the MPF Bank's exposure to
losses until the CE Amount is available to cover losses. PFls are paid a fee for managing credit risk (CE Fee) and in some
instances, all or a portion of the CE Fee may be performance-based. As MPF Loans held in our portfolio have paid down, our
payments to PFls of CE Fees have become immaterial to our financial results. For further details, see MPF Risk Sharing
Structure in Note 2 - Summary of Significant Accounting Policies to the financial statements.

PFls must comply with the MPF Program requirements contained in the MPF Guides which include: eligibility requirements for
PFls, anti-predatory lending policies, loan eligibility, underwriting requirements, loan documentation, and custodian requirements.
The MPF Guides also detail the PFI's servicing duties and responsibilities for reporting, remittances, default management, and
disposition of properties acquired by foreclosure or deed in lieu of foreclosure.

In addition, the MPF Guides require each PFI to maintain errors and omissions insurance and a fidelity bond and to provide an
annual certification with respect to its insurance and its compliance with the MPF Program requirements.

When a PFI fails to comply with the selling or servicing requirements of the PFI Agreement, the MPF Guides, applicable law, or
the terms of mortgage documents, the PFl may be required to provide an indemnification covering related losses or to
repurchase the MPF Loans which are impacted by such failure if it cannot be cured.

MPF Products
Eight MPF Loan products have been developed to date: MPF Original, MPF 100, MPF 125, and MPF Plus (or its variation, MPF

35) products, which are conventional portfolio products; the MPF Government product, which is also a portfolio product; and the
MPF Xtra, MPF Direct, and MPF Government MBS products, in which MPF Loans acquired are not retained in our portfolio.
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The following is an MPF Product comparison table:

PFI Credit Credit Servicing Fee
Product First Loss Account Enhancement Credit Enhancement | Enhancement Fee Retained
Name Size Description Fee to PFI Offset * by PFI
MPF 3 to 6 basis points/ Equivalent to AA 7 to 11 basis points/ No 25 basis points/
Original added each year year - paid monthly year
based on the unpaid
balance
MPF 100 100 basis points fixed After FLA to AA 7 to 10 basis points/ | Yes - After first 2 to | 25 basis points/
based on the size of year - paid monthly; 3 years year
the loan pool at performance-based
closing after 2 or 3 years
MPF 125 100 basis points fixed After FLA to AA 6 to 10 basis points/ Yes 25 basis points/
based on the size of year - paid monthly; year
the loan pool at performance-based
closing
MPF Plus An agreed upon 0-20 bps after FLA | 13-14 basis points/year Yes 25 basis points/
amount not less than and SMI to AA in total, with a varying year
expected losses split between
performance-based
(delayed for 1 year)
and a fixed rate; all
paid monthly
MPF 35 (a An agreed upon After FLA to AA | 9-14 basis points/year Yes 25 basis points/
variation of | amount not less than in total, with a varying year
MPF Plus) expected losses split between
performance-based
(delayed for 1 year)
and a fixed rate; all
paid monthly
MPF N/A N/A N/A N/A 44 basis points/
Government (Unreimbursed year plus 2 basis
Servicing points/year °
Expenses)
MPF Xtra ¢ N/A N/A N/A N/A 25 basis points/
year
MPF Direct © N/A N/A N/A N/A N/A
MPF N/A N/A (Unreimbursed N/A N/A Based on Note
Government Servicing Rate
MBS ° Expenses)

Future payouts of performance-based CE Fees are reduced when losses are allocated to the FLA.
For Master Commitments issued prior to February 2, 2007, the PFl is paid a monthly government loan fee equal to 0.02% (2 basis points)

per annum based on the month end outstanding aggregate principal balance of the Master Commitment which is in addition to the
customary 0.44% (44 basis points) per annum servicing fee that continues to apply for Master Commitments issued after February 1, 2007,
and that is retained by the PFI on a monthly basis, based on the outstanding aggregate principal balance of the Government Loans.

MPF Loans acquired under the MPF Xtra product are concurrently sold to Fannie Mae and are not retained in our portfolio.
MPF Loans acquired under the MPF Direct product are concurrently sold to third party investors and are not retained in our portfolio.

€ MPF Loans acquired under the MPF Government MBS product are intended to be included in our held for sale portfolio for a short period of
time until pooled into Ginnie Mae mortgage-backed securities.

See Note 2 - Summary of Significant Accounting Policies to the financial statements for more detailed discussions of the
credit enhancement and risk sharing arrangements of the various MPF products.

Mortgage Standards

PFls are required to deliver mortgage loans that meet the underwriting and eligibility requirements in the MPF Guides, unless a
PFI was previously granted waivers that exempt a PFI from complying with specified provisions of the MPF Guides. The
underwriting and eligibility guidelines in the MPF Guides applicable to the conventional MPF Loans held in our portfolio are
broadly summarized as follows:
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* Mortgage characteristics. MPF Loans must be qualifying conforming conventional, fixed-rate, up to 30 years fully
amortizing mortgage loans, secured by first liens on owner-occupied one-to-four unit single-family residential
properties and single-unit second homes. MPF Loans may not exceed conforming loan size limits in effect at the
time they are acquired and must meet the requirements of a qualified mortgage as defined by applicable law.

» Loan-to-Value Ratio and Primary Mortgage Insurance. The maximum loan-to-value ratio (LTV) for conventional MPF
Loans is 95%, though AHP mortgage loans may have LTVs up to 100%. Conventional MPF Loans with LTVs greater
than 80% are insured by primary mortgage insurance (PMI) from a mortgage guaranty insurance (MI) company.

» Documentation and Compliance with Applicable Law. The mortgage documents and mortgage transaction are
required to comply with all applicable laws, and mortgage loans are documented using standard Fannie Mae/Freddie
Mac Uniform Instruments.

Government Loans have the same parameters as conventional MPF Loans except that their LTVs may not exceed the LTV limits
set by the applicable government agency and they must meet the requirements to be insured or guaranteed by the applicable
government agency. For MPF products in which MPF Loans are not held in our portfolio, PFls are required to deliver mortgage
loans that meet the applicable investor or government agency eligibility and underwriting requirements.

Ineligible Mortgage Loans. The following types of mortgage loans are not eligible for delivery under the MPF Program: (1)
mortgage loans not meeting the MPF Program eligibility requirements as set forth in the MPF Guides and agreements; and (2)
mortgage loans that are classified as high cost, high rate, or Home Ownership and Equity Protection Act loans, or loans in similar
categories defined under predatory lending or abusive lending laws.

Quality Assurance Process

In our role as MPF Provider, we conduct a quality assurance review of a selected sample of MPF Loans for each PFI
periodically. Subsequently, we perform periodic reviews of a sample of conventional MPF Loans to determine whether the
reviewed loans complied with the MPF Program requirements at the time of acquisition. If the PFI is unable to cure any material
defect in a loan, the PFl is obligated to repurchase the loan but may be permitted to provide an indemnification for losses arising
from such loan or we may reserve our remedies or waive the repurchase demand if the loan is currently performing. See
Mortgage Repurchase Risk on page 66 for a further description of our repurchase risk.

MPF Loan Patrticipations

At December 31, 2015, 57% of the total unpaid principal balance of MPF Loans we own represents participations in MPF Loans
acquired from other MPF Banks. Participation percentages for MPF Loans may range from 1% to 100% and the participation
percentages in MPF Loans may vary by each Master Commitment, by agreement of the MPF Bank selling the participation
interests (the Lead Bank), us in our role as MPF Provider, and other MPF Banks purchasing a participation interest. The Lead
Bank is responsible for monitoring PFI creditworthiness, managing the PFI's pledged collateral securing its obligations under the
PFI Agreement and enforcing the PFI Agreement for the benefit of itself and participating MPF Banks.

The risk sharing and rights of the Lead Bank and participating MPF Bank(s) are as follows:

» each receives its respective pro rata share of principal and interest payments and is responsible for CE Fees based
upon its participation percentage for each MPF Loan; and

» each is responsible for its respective pro rata share of FLA exposure and losses incurred with respect to the Master
Commitment based upon the overall risk sharing percentage for the Master Commitment and not its participation
percentage for any individual MPF Loan.

MPF Servicing

The PFI or its servicing affiliate can retain the right and responsibility for servicing MPF Loans it delivers, which includes loan
collections and remittances, default management, loss mitigation, foreclosure and disposition of real estate acquired through
foreclosure or deed in lieu of foreclosure. With respect to the MPF Xtra and MPF Government MBS products, we are
contractually obligated to Fannie Mae and Ginnie Mae, respectively, with respect to servicing of the related MPF Loans under
certain servicing options. In both cases, our contractual agreements recognize that eligible third party servicers, including PFls,
will act as servicers of such MPF Loans. We also offer a servicing released option for the MPF Government MBS product in
which the servicing rights for such MPF Loans are sold to an approved servicer that will be directly responsible to Ginnie Mae for
the servicing responsibilities.
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Upon liquidation of any MPF Loan, the servicing PFI submits a realized loss calculation which is reviewed by our service provider
and adjusted for any losses arising from the PFI's failure to perform in accordance with the MPF Guides.

If there is a loss on a conventional MPF Loan held in our portfolio, the loss is allocated to the Master Commitment and shared
between us, any participating MPF Bank and the PFI in accordance with the risk-sharing structure.

We monitor the PFI's compliance with MPF Program requirements throughout the servicing process. Minor servicing lapses may
result in charges to the PFI. Major servicing lapses could result in a PFI's servicing rights being terminated for cause and the
servicing of the particular MPF Loans being transferred to a new, qualified servicer.

Although PFls or their servicing affiliates generally service the MPF Loans delivered by the PFI, certain PFls choose to sell the
servicing rights on a concurrent basis (servicing released) or in a bulk transfer to another servicer, which is permitted with the
consent of the MPF Bank(s) involved.

Competition

Given the increase of products in the MPF product suite, we face competition in numerous markets including the markets for
conventional loans, non-conforming loans, government loans, and loans with credit risk sharing arrangements. We face this
competition in acquiring MPF loans with various features (i.e. mandatory or best efforts loan delivery, servicing retained or
released options) from other participants in the mortgage secondary market. Secondary market participants include, but are not
limited to, dealers, banks, hedge funds, money managers, insurance companies, large mortgage aggregators, private investors,
and other GSEs such as Fannie Mae and Freddie Mac. Some of these competitors have greater resources, larger volumes of
business, and longer operating histories. As a result, our ongoing revenue derived from MPF Loan products may be affected by
the volume of business done by our competitors. We primarily compete on the basis of transaction structure, price, products,
and services offered.

Other Activities
Investments

We maintain a portfolio of investments for liquidity purposes and to provide additional earnings. To ensure the availability of
funds to meet member credit needs, we maintain a portfolio of short-term liquid assets, principally overnight Federal Funds sold,
and securities purchased under agreements to resell, entered into with or issued by highly rated institutions and other eligible
counterparties. For further discussion of unsecured credit exposures related to our short-term investment portfolio, see
Unsecured Short-Term Investments on page 72.

Our longer-term investment securities portfolio includes securities issued by the U.S. government, U.S. government agencies,
and GSEs, as well as investments in Federal Family Education Loan Program (FFELP) student loan asset backed securities
(ABS), and mortgage-backed securities (MBS) that are issued by GSEs or that were rated “AAA/Aaa” or “AA/Aa” from Moody's
Investors Service (Moody's), Standard and Poor's Rating Service (S&P), or Fitch Ratings, Inc. (Fitch) at the time of purchase.
For a discussion of how recent market conditions have affected the carrying value and ratings of these securities, see
Investment Securities by Rating on page 69. For this purpose, GSE includes Fannie Mae, Freddie Mac, and the Federal Farm
Credit Banks Funding Corporation. Securities issued by GSEs are not guaranteed by the U.S. government.

Under FHFA regulations, we are prohibited from trading securities for speculative purposes or engaging in market-making
activities. Additionally, we are prohibited from investing in certain types of securities or loans, including:

* instruments, such as common stock, that represent an ownership in an entity, other than common stock in small
business investment companies, or certain investments targeted to low-income persons or communities;

* instruments issued by non-United States entities, other than those issued by United States branches and agency
offices of foreign commercial banks;

* non-investment grade debt instruments, other than certain investments targeted to low-income persons or
communities, or instruments that were downgraded after purchase;

» whole mortgages or other whole loans, other than, (1) those acquired under our MPF Program, (2) certain
investments targeted to low-income persons or communities, (3) certain marketable direct obligations of state, local,
or tribal government units or agencies, that are investment quality, (4) MBS or asset-backed securities backed by
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manufactured housing loans or home equity loans; and, (5) certain foreign housing loans authorized under the FHLB
Act;

« interest-only or principal-only stripped securities;
* residual-interest or interest-accrual classes of securities;

- fixed-rate MBS or eligible ABS, or floating-rate MBS or eligible ABS, that on the trade date are at rates equal to their
contractual cap and that have average lives that vary by more than six years under an assumed instantaneous
interest rate change of 300 basis points; and

* non-United States dollar-denominated securities.

FHFA regulations further limit our investment in MBS and ABS by requiring that their total carrying value may not exceed 300%
of our previous month-end regulatory capital on the day we purchase the securities and we may not exceed our holdings of such
securities in any one calendar quarter by more than 50% of our total regulatory capital at the beginning of that quarter.
Regulatory capital consists of our total capital stock (including the mandatorily redeemable capital stock) plus our retained
earnings. In addition, we remain subject to an overall cap on MBS and related investments purchased pursuant to the 300% of
regulatory capital limitation (excluding certain Agency MBS discussed below) so that these investments may not exceed $13.563
billion. This limitation does not apply to newly issued Ginnie Mae securities that have been created through the MPF
Government MBS product that are temporarily owned by the Bank.

The Finance Board (predecessor to the FHFA) adopted a resolution temporarily allowing FHLBs to increase their investments in
MBS issued by, or comprised of loans guaranteed by, Fannie Mae or Freddie Mac (Agency MBS) by an additional 300% of
regulatory capital. Although this expanded authority expired in 2010, we are permitted to hold these investments until they
mature or are sold.

As we transitioned our primary business to advances, the FHFA previously temporarily waived our regulatory investment
limitations to permit us to reinvest a portion of the proceeds from prepayments and maturities of our mortgage assets to
purchase MBS issued by GSEs and approved our purchase of FFELP student loan ABS. The FHFA requires that we obtain its
approval for any new investments that have a term to maturity in excess of 270 days until such time as our MBS portfolio is less
than three times our total regulatory capital and our advances represent more than 50% of our total assets. During 2014 we
received FHFA approval to purchase bonds issued by two of our non-member housing associates, although our investment in
these bonds during 2014 and 2015 was immaterial to our portfolio. In addition, during 2015 we received FHFA approval to
resume purchasing MPF Loans for our portfolio as further discussed in Mortgage Partnership Finance Program - Introduction
on page 7. We expect our investment portfolio to continue to decline over time as a result of this 270-day limitation. For further
discussion of how this may impact us, see Risk Factors on page 19. As of December 31, 2015, we held total MBS investments
of $15.4 billion, which was 3.28 times our total regulatory capital.

Derivative Activities

We engage in most of our derivatives transactions with major broker-dealers as part of our interest rate risk management and
hedging strategies, as further discussed in Hedge Objectives and Strategies on page 75. We also enter into interest rate
derivatives directly with our members in order to provide them with access to the derivatives market. We intend to enter into
offsetting derivatives transactions with non-member counterparties in cases where we are not using the interest rate derivatives
for our own hedging purposes.

The FHFA's regulations and our internal asset and liability management policies all establish guidelines for our use of interest
rate derivatives. These regulations prohibit the speculative use of financial instruments authorized for hedging purposes. They
also limit the amount of counterparty credit risk allowed. See Quantitative and Qualitative Disclosures about Market Risk on
page 75.

Community Investment Activities

We provide financing and direct funding tools that support the affordable housing and community lending initiatives of our
members that benefit very low, low, and moderate income individuals, households, businesses and neighborhoods. Outlined
below is a more detailed description of our mission-related programs that we administer and fund:

Affordable Housing Program (AHP) - We offer AHP subsidies in the form of direct grants to members to stimulate affordable
rental and homeownership opportunities for households with incomes at or below 80% of the area's median income, adjusted for
family size. By regulation, we are required to contribute 10% of our income before assessments to fund AHP. Of that required
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contribution, we may allocate up to the greater of $4.5 million or 35% to provide funds to members participating in our
homeownership set-aside programs.

Direct grants are available primarily under our competitive AHP to members in partnership with community sponsors and may be
used to fund the acquisition, rehabilitation, and new construction of affordable rental or owner-occupied housing. We awarded
competitive AHP subsidies of $36 million for the year ended December 31, 2015, and $22 million for the year ended

December 31, 2014, for projects designed to provide housing to 3,131 and 1,747 households, respectively.

In addition, direct grants are available to members under our Downpayment Plus® homeownership set-aside programs and may
be provided to eligible homebuyers to assist with down payment, closing, counseling, or rehabilitation costs in conjunction with
an acquisition. During the years ended December 31, 2015 and 2014, we awarded $16 million and $18 million through our
Downpayment Plus programs to assist 2,728 and 2,339 very low to moderate income homebuyers.

During 2016, we anticipate having $39 million available in total for our Downpayment Plus programs and grants through our
competitive AHP.

Community Investment Program (CIP)/Community Economic Development Advance (CEDA) Program and related letters of
credit - We offer two programs where members may apply for advances or letters of credit to support affordable housing or
community economic development lending. These programs provide advance funding at interest rates below regular advance
rates for terms typically up to 10 years. Our CIP and CEDA programs may be used to finance affordable home ownership
housing, multi-family rental projects, industrial and manufacturing facilities, agricultural businesses, healthcare, educational
centers, public or private infrastructure projects, or commercial businesses. As of December 31, 2015, and 2014, we had $623
million and $600 million respectively, in advances outstanding under the CIP and CEDA programs and related letters of credit
outstanding of $184 million and $215 million.

Community First® Fund - Our Board of Directors approved $50 million in 2011 to supplement our current affordable housing and
community investment programs, which became the foundation for the Community First Fund (the Fund). The Fund is an
innovative revolving credit facility designed to provide low cost, longer term financing to Community Development Financial
Institutions, community development loan funds, and state housing finance authorities promoting affordable housing and
economic development in our district. We approved our first loans under the Fund in 2014 and as of December 31, 2015, had
$28 million in funded loans outstanding and $12 million in unfunded loan commitments.

Deposits

We accept deposits from our members, institutions eligible to become members, any institution for which we are providing
correspondent services, other FHLBs, and other government instrumentalities. We offer several types of deposits to our deposit
customers including demand, overnight, and term deposits. For a description of our liquidity requirements with respect to
member deposits see Liquidity on page 48.

Funding

Consolidated Obligations

Our primary source of funds is the sale to the public of FHLB debt instruments, called consolidated obligations, in the capital
markets. Additional funds are provided by deposits, other borrowings, subordinated debt, and the issuance of capital stock.
Consolidated obligations, which consist of bonds and discount notes, are the joint and several liability of the FHLBs, although the
primary obligation is with the individual FHLB that receives the proceeds from issuance. Consolidated obligations are issued to
the public through the Office of Finance using authorized securities dealers. Consolidated obligations are backed only by the
financial resources of the FHLBs and are not guaranteed by the U.S. government. See Funding on page 49 for further
discussion.

Subordinated Debt

No FHLB is permitted to issue individual debt unless it has received regulatory approval. As approved by the Finance Board, we
issued $1 billion of 10-year subordinated notes in 2006. During 2013, we repurchased $56 million of our outstanding
subordinated notes through open market purchases. As of December 31, 2015, we have $944 million of subordinated notes
outstanding that mature on June 13, 2016. The subordinated notes are not obligations of, and are not guaranteed by, the U.S.
government or any of the FHLBs other than us. For further discussion of our subordinated notes, see Note 12 - Subordinated
Notes to the financial statements.
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Competition

We compete with the U.S. government, Fannie Mae, Freddie Mac, and other GSEs, as well as corporate, sovereign, and
supranational entities, including the World Bank, for funds raised through the issuance of unsecured debt in the domestic and
global debt markets. Increases in the supply of competing debt products may, in the absence of increases in demand, result in
higher debt costs or lesser amounts of debt issued at the same cost than otherwise would be the case. For example, a change
in the types or an increase in the amounts of U.S. Treasury issuance may affect our ability to raise funds because it provides
alternative investment options. Furthermore, to the extent that investors perceive Fannie Mae and Freddie Mac or other issuers
as having a higher level of government support, their debt securities may be more attractive to investors than FHLB System
debt.

The FHLBs have traditionally had a diversified funding base of domestic and foreign investors, although investor demand for our
debt depends in part on prevailing conditions in the financial markets. For further discussion of market conditions and their
potential impact on us, see Risk Factors on page 19 and Funding on page 49.

Although the available supply of funds from the FHLBs' debt issuances has kept pace with the funding requirements of our
members, there can be no assurance that this will continue to be the case.

Business Environment

Our financial condition and results of operations are influenced by the interest rate environment, global and national economies,
local economies within our districts of lllinois and Wisconsin, and the conditions in the financial, housing, and credit markets. In
particular, our net interest income is affected by several external factors, including market interest rate levels and volatility, credit
spreads and the general state of the economy. We endeavor to manage our interest rate risk by entering into fair value hedge
relationships utilizing interest rate derivative agreements to hedge a portion of our advances, available for sale securities, and
debt. We also enter into cash flow hedge relationships utilizing derivative agreements to hedge the cash flow risk attributable to
the rolling nature of our short-term consolidated discount notes. Additionally, we enter into economic hedges using derivative
agreements to hedge our mortgage-related assets, which are sensitive to changes in mortgage rates.

Our profitability is significantly affected by the interest rate environment. We earn relatively narrow spreads between yields on
assets and the rates paid on corresponding liabilities. A large portion of our advance business is based on our funding costs plus
a narrow spread. We also expect our ability to generate significant earnings on capital and short-term investments will be
affected by the Federal Reserve’s policy of setting the short-term Federal Funds rate. Short-term interest rates also directly
affect our earnings on invested capital.

Our operating results are affected not only by rising or falling interest rates, but also by the particular path and volatility of
changes in market interest rates and the prevailing shape of the yield curve. A flattening of the yield curve tends to compress our
net interest margin, while steepening of the curve offers better opportunities to purchase assets with wider net interest spreads.
The performance of our MPF Loans held for investment portfolio is particularly affected by shifts in the 10-year maturity range of
the yield curve, which heavily influences mortgage rates and potential refinancings. Yield curve shape can also influence the
pace at which borrowers refinance or prepay their existing loans, as borrowers may select shorter-duration mortgage products in
a refinancing. In addition, our higher yielding private label MBS portfolio continues its expected runoff. As higher coupon MPF
Loans mature along with higher yielding private label MBS, the return of principal cannot be invested in assets with a comparable
yield, resulting in a decline in the aggregate yield on the remaining MPF Loans held for investment portfolio and investment
securities and a possible decrease in our net interest margin.

Lastly, the volume related to our MPF Xtra and MPF Direct programs as well as our Ginnie Mae MBS issuances also are
influenced by the interest rate environment, global and national economies, local economies within our districts of lllinois and
Wisconsin, and the conditions in the financial, housing and credit markets.

Oversight, Audits, and Legislative and Requlatory Developments

Regulatory Oversight

We are supervised and regulated by the FHFA, an independent federal agency in the executive branch of the U.S. government.
The FHFA's operating and capital expenditures are funded by assessments on the FHLBs; no tax dollars or other appropriations
support the operations of our regulator. To assess our safety and soundness, the FHFA conducts annual, on-site examinations

as well as periodic on-site reviews. Additionally, we are required to submit monthly financial information on our condition and
results of operations to the FHFA.
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The Government Corporations Control Act, to which we are subject, provides that before a government corporation issues and
offers obligations to the public, the Secretary of the Treasury (Secretary) shall prescribe the form, denomination, maturity, interest
rate, and conditions of the obligations, the way and time issued, and the selling price. The FHLB Act also authorizes the
Secretary discretion to purchase consolidated obligations up to an aggregate principal amount of $4.0 billion. No borrowings
under this authority have been outstanding since 1977.

We must submit annual management reports to Congress, the President, the Office of Management and Budget, and the
Comptroller General. These reports include a statement of financial condition, a statement of operations, a statement of cash
flows, a statement of internal accounting and administrative control systems, and the report of the independent public accounting
firm on our financial statements.

Pursuant to FHFA regulations, we plan to publish the results of our annual severely adverse economic conditions stress test to
our public website at www.fhibc.com between November 15 and November 30.

Regulatory Audits

The Comptroller General has authority under the FHLB Act to audit or examine us and to decide the extent to which we are fairly
and effectively fulfilling the purposes of the FHLB Act. Furthermore, the Government Corporations Control Act provides that the
Comptroller General may review any audit of the financial statements conducted by an independent registered public accounting
firm. If the Comptroller General conducts such a review, then the results and any recommendations must be reported to the
Congress, the Office of Management and Budget, and the FHLB in question. The Comptroller General may also conduct a
separate audit of any of our financial statements.

Legislative and Regulatory Developments

FHFA Final Rule on FHLB Membership

On January 20, 2016, the FHFA issued a rule effective February 19, 2016, that, among other things:

* makes captive insurance companies ineligible for FHLB membership; and
« defines the “principal place of business” of an institution eligible for FHLB membership to be the state in which it maintains its
home office and from which the institution conducts business operations.

The rule defines a captive insurance company as a company that is authorized under state law to conduct insurance business but
whose primary business is the underwriting of insurance for affiliated persons or entities.

Captive insurance company members that were admitted as FHLB members prior to September 12, 2014, (the date the FHFA
proposed this rule) will have their memberships terminated by February 19, 2021. Captive insurance company members that were
admitted as FHLB members after September 12, 2014, will have their memberships terminated by February 19, 2017. There are
restrictions on the level and maturity of advances that FHLB can make to these members during the sunset periods.

In the final rule, the FHFA declined to adopt certain proposed provisions that would have required FHLB members to hold specified
levels of home mortgage loan assets on an ongoing basis.

As of December 31, 2015, our captive insurance company members had $12.5 billion in advances outstanding at par, which was
34% of our total advances outstanding, and held $284 million in capital stock, which was 15% of our total capital stock outstanding.
All advances made to our captive insurance company members prior to the final rule taking effect, which range in maturity up to
ten years with a current weighted remaining tenor of 4.3 years, may remain outstanding until such advances mature. However,
once our three captive insurance company members have their membership terminated and their advances mature, our advance
and capital stock levels would decrease. Unless we experience an increased demand for our advance products from our current
or future members, this will result in a material decrease in our outstanding advance levels and our results of operations may be
adversely affected. Further, we could experience lower demand for advances and other products and services, including letter of
credit activity. In addition, our core mission asset ratio may be negatively impacted. The magnitude of the impact will depend, in
part, on our size and profitability at the time of membership termination or maturity of related advances.

FHFA Final Rule on Responsibilities of Boards of Directors, Corporate Practices and Corporate Governance Matters

On November 19, 2015, the FHFA issued a rule effective on December 21, 2015, that, among other things, requires each FHLB to:

« operate an enterprise wide risk management program and assign its chief risk officer certain enumerated responsibilities;
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* maintain a compliance program headed by a compliance officer who reports directly to the chief executive officer and must
regularly report to the board of directors (or a board committee);

* maintain board committees specifically responsible for risk management, audit, compensation, and corporate governance; and

» designate in its bylaws a body of law to follow for its corporate governance and indemnification practices and procedures,
choosing from the law of the jurisdiction in which the FHLB maintains its principal office, the Delaware General Corporation
Law or the Revised Model Business Corporation Act. The final rule requires each FHLB to make this designation by March
18,2016. On January 26, 2016, we adopted revised bylaws which selected Delaware General Corporation Law for this purpose.

Additionally, the rule provides that the FHFA has the authority to review a regulated entity’s indemnification policies, procedures,

and practices to ensure that they are conducted in a safe and sound manner, and that they are consistent with the body of law

adopted by the board of directors of the FHLB.

We do not expect this rule to materially impact our financial condition or results of operation.

Joint Final Rule on Margin and Capital Requirements for Covered Swap Entities

In October 2015, the Office of the Comptroller of the Currency, the Board of Governors of the Federal Reserve System, the Federal
Deposit Insurance Corporation, the Farm Credit Administration, and the FHFA (each an “Agency” and, collectively, the “Agencies”)
jointly adopted final rules to establish minimum margin and capital requirements for registered swap dealers, major swap participants,
security-based swap dealers, and major security-based swap participants (“Swap Entities”) that are subject to the jurisdiction of
one of the Agencies (such entities, “Covered Swap Entities,” and the joint final rules, the “Final Margin Rules”). On January 6, 2016,
the Commodity Futures Trading Commission (the “CFTC”) published its own version of the Final Margin Rules that generally mirrors
the Final Margin Rules. The CFTC'’s rules apply only to a limited number of registered swap dealers, security-based swap dealers,
major swap participants, and major security-based swap participants that are not subject to the jurisdiction of one of the Agencies.

When they take effect, the Final Margin Rules will subject non-cleared swaps and non-cleared security-based swaps between
Covered Swap Entities and financial end-users that have material swaps exposure (i.e., an average daily aggregate notional amount
that exceeds $8 billion in non-cleared swaps, calculated in accordance with the Final Margin Rules), to a mandatory two-way
minimum initial margin requirement. The minimum amount of the initial margin required to be posted or collected would be either
the amount calculated by the Covered Swap Entity using a standardized schedule set forth as an appendix to the Final Margin
Rules, which provides the gross initial margin (as a percentage of total notional exposure) for certain asset classes, or an internal
margin model of the Covered Swap Entity conforming to the requirements of the Final Margin Rules that is approved by the Agency
having jurisdiction over the particular Covered Swap Entity.

The Final Margin Rules specify the types of collateral that may be posted or collected as initial margin for non-cleared swaps and
non-cleared security-based swaps with financial end-users (generally, cash, certain government and GSE securities, certain liquid
debt, certain equity securities, certain eligible publicly traded debt, and gold), and set forth haircuts for certain collateral asset
classes. Initial margin must be segregated with an independent, third-party custodian and, generally, may not be rehypothecated,
except that cash funds may be placed with a custodian bank in return for a general deposit obligation under certain specified
circumstances.

The Final Margin Rules will require minimum variation margin to be exchanged daily for non-cleared swaps and non-cleared security-
based swaps between Covered Swap Entities and all financial end-users (without regard to the swaps exposure of the particular
financial end-user). The minimum variation margin amount is the daily mark-to-market change in the value of the swap to the Covered
Swap Entity, taking into account variation margin previously posted or collected. For non-cleared swaps and security-based swaps
between Covered Swap Entities and financial end-users, variation margin may be posted or collected in cash or non-cash collateral
that is considered eligible for initial margin purposes. Variation margin is not subject to segregation with an independent, third-party
custodian, and may, if permitted by contract, be rehypothecated.

The variation margin requirement under the Final Margin Rules will become effective for the Bank on March 1, 2017, and the initial
margin requirement under the Final Margin Rules is expected to become effective for the Bank on September 1, 2020.

We are not a Covered Swap Entity under the Final Margin Rules. But, we are a financial end-user under the Final Margin Rules,
and would likely have material swaps exposure when the initial margin requirements under the Final Margin Rules become effective.

Because we are currently posting and collecting variation margin on non-cleared swaps, it is not anticipated that the variation margin

requirement under the Final Margin Rules will have a material effect on our costs. However, when the initial margin requirement
under the Final Margin Rules becomes effective, we anticipate that our cost of engaging in non-cleared swaps may increase.

17



Table of Contents

FHLB - ) Chicago

Federal Home Loan Bank of Chicago
(Dollars in millions except per share amounts unless otherwise indicated)

FHFA Core Mission Achievement Advisory Bulletin 2015-05

On July 14, 2015, the FHFA issued an advisory bulletin that provides guidance relating to a core mission asset ratio by which the
FHFA will assess each FHLB’s core mission achievement. The FHFA plans to assess core mission achievement by using a ratio
of primary mission assets, which includes advances and mortgage loans acquired from members (also referred to as acquired
member assets), to consolidated obligations. The core mission asset ratio will be calculated annually at year-end as part of the
FHFA’'s examination process, using annual average par values.

The advisory bulletin provides the FHFA's expectations for each FHLB’s strategic plan based on its ratio, which are:

* whentheratiois atleast 70% or higher, the strategic plan should include an assessment of the FHLB’s prospects for maintaining
this level;

* when the ratio is at least 55% but less than 70%, the strategic plan should explain the FHLB’s plan to increase its mission
focus, such as by increasing primary mission assets or supplemental mission assets and activities, or by decreasing its other
investments; and

* when the ratio is below 55%, the strategic plan should include an explanation of the circumstances that caused the ratio to be
at that level and detailed plans to increase the ratio. The advisory bulletin provides that if an FHLB maintains a ratio below 55%
over the course of several consecutive reviews, then the FHLB’s board of directors should consider possible strategic
alternatives.

Our core mission activities primarily include the issuance of advances. In addition, we acquire member assets through the MPF
program.

Our core mission asset ratio at year-end was 64.5%. As indicated in our strategic plan we are required to submit to the FHFA, we
expect improvement in this ratio as our investment portfolio continues to pay down. We have also begun adding new MPF Loans
to our portfolio, which we do not expect to be material enough to offset loan pay downs anticipated in the near-term but may become
so over a longer period of time. In addition, we engage in several significant supplemental mission activities, including our MPF
Provider business and Community First Fund. For further details on our core mission asset ratio and supplemental mission assets
and activities, see Business Overview on page 4. However, as discussed above, our core mission asset ratio may be negatively
impacted if our advances decrease as a result of the FHFA's final membership rule.

FHFA Proposed Rule on Acquired Member Assets

On December 17, 2015, the FHFA published a proposed rule that would amend the current Acquired Member Assets (AMA) rule,
which governs an FHLB’s ability to purchase and hold certain types of mortgage loans from its members. The proposed rule would
allow an FHLB to utilize its own model in lieu of a Nationally Recognized Statistical Ratings Organization (NRSRO) ratings model
to determine the credit rating for AMA loan assets and loan pools. The proposed rule would also eliminate the use of pool level
insurance, such as supplemental mortgage insurance, as part of the required credit risk-sharing structure for AMA products; however,
the FHLBs are not currently acquiring AMA loans using this structure.

It is not possible to determine whether the proposed rule, if adopted, would have a negative impact on the volume of AMA loan
assets or on our costs of operation.

Comments on the proposed rule are due on April 15, 2016.

Amendment of FHLB Act to Authorize Privately-Insured Credit Unions as Eligible FHLB Members

On December 4, 2015, President Obama signed a bill known as the Fixing America’s Surface Transportation Act (FAST Act), which
includes a provision that amends the FHLB Act to allow privately-insured credit unions to be eligible for FHLB membership. The
FAST Act requires privately-insured credit unions to satisfy certain initial and ongoing eligibility and reporting requirements. The
FHLBs are awaiting implementing regulations from the FHFA with respect to membership eligibility for privately-insured credit unions.

Taxation and AHP Assessments
We are exempt from all federal, state, and local taxation except for real estate property taxes, which are a component of our
lease payments for office space or on real estate we own as a result of foreclosure on MPF Loans. In lieu of taxes, we set aside

funds for our AHP at a calculated rate of 10% of income before assessments. For details on our assessments, see Note 11 -
Affordable Housing Program to the financial statements.

18



Table of Contents

FHLB - ) Chicago

Federal Home Loan Bank of Chicago
(Dollars in millions except per share amounts unless otherwise indicated)

Item 1A.Risk Factors.
Business Risks

A prolonged downturn in the U.S. housing markets and other economic conditions, and related U.S. government
policies may have an adverse impact on the business of many of our members, and our business and results of
operations.

Our business and results of operations are sensitive to the U.S. housing and mortgage markets, as well as international,
domestic and district-specific market and economic conditions. Although U.S. economic activity expanded moderately during
2015 and the Federal Reserve raised interest rates for the first time in nearly ten years in mid-December, the Federal Reserve
continues to monitor global economic and domestic inflation and employment developments closely. If these conditions
deteriorate, our business and results of operations could be adversely affected.

In 2015, the U.S. housing market benefited from mortgage rates remaining low and increased buyer confidence resulting from
greater stability in the job market and an improving economy, as evidenced by the level of home price appreciation, improved
inventory levels, and lower delinquency rates. If this recovery is not sustained and adverse trends reappear in the mortgage
lending sector and general business and economic conditions deteriorate significantly, these factors could result in deterioration
of our members' credit characteristics, which could cause them to become delinquent or to default on their advances and other
credit obligations. As of February 29, 2016, we have not experienced any member payment defaults. In addition, declines in
real estate prices or loan performance trends or increases in market interest rates could result in a reduction in the fair value of
our collateral securing member credit and the fair value of our mortgage-backed securities investments. This change could
increase the possibility of under-collateralization and the risk of loss in case of a member's failure, or increase the risk of loss on
our mortgage-backed securities investments because of additional credit impairment charges. Also, deterioration in the
residential mortgage markets could negatively affect the value of our mortgage loan portfolio and result in possibly additional
realized losses if we are forced to liquidate our mortgage portfolio.

As consolidation within the financial industry continued during 2015, we lost 27 members due to mergers and acquisitions, one of
which resulted after the member was placed into receivership by its regulator. Twenty two of these members were acquired by
other members in our district and five were acquired by out-of-district institutions. To the extent that the financial services
industry experiences significant consolidation or we were to lose a number of members whose business and capital stock
investments are significantly substantial, our financial condition and results of operation could be adversely affected.

We face competition for advances and access to funding, which could adversely affect our business.

Our primary business is making advances to members. We compete with other suppliers of wholesale funding, both secured
and unsecured, including investment banks, commercial banks, the Federal Reserve, and, in certain circumstances, other
FHLBs with which members have a relationship through affiliates. While our advances increased significantly from 2013 through
2015, we do not anticipate that our advances will continue to increase over the longer term. As many members continue to have
sufficient levels of liquidity and funds through deposits, decrease the size of their balance sheets to improve their capital
positions, or have access to alternative funding sources, our advance levels could decrease. Our advance levels could further
decrease as our advances with captive insurance companies mature.

We may make changes in policies, programs, and agreements affecting members' access to advances and other credit
products, the MPF Program, the AHP, and other programs, products, and services. As a result of these changes some members
may choose to obtain financing from alternative sources. For example, we may make changes to our collateral guidelines,
including changes in the value we assign to collateral which members are required to pledge to secure their outstanding
obligations, including advances. To the extent that members view this tightening of credit and collateral requirements as
unfavorable, we may experience a decrease in our levels of business which may negatively impact our results of operations or
financial condition. Further, many competitors are not subject to the same regulations as us, which may enable those
competitors to offer products and terms that we are not able to offer. Any change made in pricing our advances to compete with
these alternative funding sources may decrease our profitability on advances. A decrease in advance demand or a decrease in
profitability on advances could adversely impact our financial condition and results of operations.

The FHLBs also compete with the U.S. Treasury, Fannie Mae, Freddie Mac, and other government-sponsored enterprises
(GSEs), as well as corporate, sovereign, and supranational entities, for funds raised through the issuance of unsecured debt in
the national and global debt markets. Increases in the supply of competing debt products may, in the absence of increases in
demand, result in higher debt costs or lower amounts of debt issued at the same cost. Increased competition could adversely
affect our ability to access funding, reduce the amount of funding available to us, or increase the cost of funding available to us.
In addition, to the extent that the FHLB System experiences lower debt funding requirements, including in response to lower
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advance demands, our debt funding costs could increase. Any of these results could adversely affect our financial condition,
results of operations, or ability to pay dividends or redeem or repurchase capital stock.

Government measures to stimulate the economy and help borrowers refinance home mortgages and student loans may
adversely impact the value of the assets we hold and our results of operations and financial condition.

Our business and results of operations are significantly affected by the fiscal and monetary policies of the federal government
and its agencies, including the Federal Reserve Board, through its regulation of the supply of money and credit in the United
States. The Federal Reserve's policies directly and indirectly influence the yield on interest-earning assets.

After the financial crisis of 2008 and subsequent economic downturn, the Federal Reserve maintained several measures to
depress short-term and longer-term interest rates to stabilize the U.S. housing and financial markets. Although the Federal
Reserve Board concluded its so-called "quantitative easing" asset purchase program in late 2014 and raised interest rates for
the first time in nearly ten years in December 2015, it has maintained its existing policy of reinvesting principal payments from its
agency debt and agency MBS.

These measures as well as other government measures could adversely impact us in various ways, including through lower
market yields on investments and elevated prepayments on our higher yielding MPF Loans and securities. Given our current
limitations on purchasing investments that have a term to maturity in excess of 270 days, we are subject to reinvestment risk. As
a result, our net interest income, financial condition, and results of operations could be adversely impacted.

Federal and state government authorities, as well as private entities that include financial institutions and residential mortgage
loan servicers, have promoted programs designed to provide homeowners with assistance in avoiding residential mortgage
foreclosures. Loan modification programs, as well as future legislative, regulatory, or other actions, including amendments to the
bankruptcy laws, could also result in the modification of outstanding mortgages loans. For example, the U.S. Treasury continues
to offer refinancing programs for homeowners whose mortgages are greater than their home value, which includes mortgages
underlying private-label MBS.

Further, recent settlements involving banking regulators, the federal government, states' attorney generals, and large mortgage
servicers have focused on loan modifications and principal write downs. In the current interest rate environment, if such loan
modification efforts result in a significant number of prepayments on mortgage loans underlying our investments in MBS, our
income could be reduced as we reinvest the proceeds at a lower rate of return or decrease the scale of our balance sheet. Our
income could also decline if the FHFA requires us to offer a similar refinancing option for our MPF Loans held in portfolio.

There also have been recent student loan initiatives led by the Department of Education to help borrowers repay or consolidate
student loans. To the extent that such current or future initiatives result in a significant number of prepayments on FFELP ABS,
our income could be reduced as we reinvest the proceeds at a lower rate of return, or as we decrease the scale of our balance
sheet.

We are subject to and affected by a complex body of laws and regulations, which could change in a manner detrimental
to our business operations and financial condition.

We are a GSE organized under the authority of the FHLB Act and are governed by Federal laws and regulations of the FHFA.
From time to time, Congress has amended the FHLB Act and adopted other legislation in ways that have significantly affected
the FHLBs and the manner in which the FHLBs carry out their housing finance mission and business operations. New or
modified legislation enacted by Congress or regulations adopted by the FHFA could have a negative effect on our ability to
conduct business or our costs of doing business. In addition, new or modified legislation or regulations governing our members
may affect our ability to conduct business or cost of doing business with our members.

The FHFA's extensive regulatory authority over the FHLBs includes, without limitation, the authority to liquidate, merge,
consolidate, or redistrict the FHLBs. The FHFA also has authority over the scope of permissible FHLB products and activities,
including the authority to impose limits on those products and activities. As discussed above, the FHFA recently adopted
regulatory changes that disqualified captive insurance companies from FHLB membership. We can not predict whether the
FHFA may issue future FHLB membership rule changes that could impact other classes of members.

Furthermore, we continue to be impacted by the evolving regulations issued by other regulators impacting the finance industry,
such as the Dodd-Frank Act, which made significant changes to the overall regulatory framework of the U.S. financial system. In
addition, as Congress continues to consider possible reforms for U.S. housing finance, including the resolution of Fannie Mae
and Freddie Mac, any future legislation could directly or indirectly impact GSEs that support the U.S. housing market, including
the FHLBs. See Legislative and Regulatory Developments on page 16 for more information about recent regulatory
developments, including those that pertain to the recent FHFA rules on FHLB membership and the Dodd-Frank Act.

20



Table of Contents

FHLB ) Chicago

Federal Home Loan Bank of Chicago
(Dollars in millions except per share amounts unless otherwise indicated)

Changes in our statutory or regulatory requirements or policies or in their application could result in changes in, among other
things, our cost of funds; liquidity requirements; retained earnings and capital requirements; accounting policies; debt issuance
limits; dividend payment limits; the form of dividend payments; capital redemption and repurchase limits; permissible business
activities; advance pricing and structure; compliance requirements; and the size, scope, or nature of our lending, investment, or
MPF Program activities; all and any of which could be detrimental to our business operations and financial condition.

Changes in the perception, status or regulation of GSEs and the related effect on debt issuance could reduce demand
or increase the cost of the FHLBs' debt issuance and adversely affect our earnings.

The FHLBs are GSEs organized under the authority of the FHLB Act and are authorized to issue debt securities to fund their
operations and finance housing development in the United States. During the financial crisis, the FHLBs debt pricing came
under pressure as investors perceived GSE debt securities, including those securities issued by Fannie Mae and Freddie Mac,
as bearing increased risk. This increased perception of risk resulted from the negative financial performance of Fannie Mae and
Freddie Mac and the FHFA's action to place them into conservatorship in 2008. In addition, credit impairment of private-label
MBS resulted in a negative effect on certain FHLBS’ financial performance in the past. More broadly, negative news articles,
industry reports, and other announcements pertaining to the housing GSEs could create pressure on all GSE pricing, which
could adversely impact us.

In addition, FHFA regulations require us to perform annual stress tests under various scenarios and make the results of a
severely adverse economic conditions test publicly available. The results of the stress test, or the public’s reaction to the results,
could adversely impact us.

Furthermore, as the U.S. Congress continues to consider reforms for U.S. housing finance entities, including the resolution of
Fannie Mae and Freddie Mac, the FHLBs’ funding costs and access to funds could be adversely affected as a result of the
uncertainty surrounding the timing and pace of any possible reforms. Additionally, investor concerns about U.S. agency debt and
the U.S. agency debt market may also adversely affect the FHLBs' competitive position and result in higher funding costs, which
could negatively affect our earnings.

Failure to scale the size or composition of our balance sheet and our cost infrastructure to member demand for our
products may have a material adverse effect on our results of operations and financial condition.

Although in 2015 we resumed purchasing MPF Loans to be held in our portfolio, we do not expect these new MPF Loan
purchases to be material enough to offset pay downs of our legacy MPF Loan portfolio anticipated in the near-term. Thus, our
balance sheet may decrease over time as our legacy MPF Loan portfolio continues to pay down and our investment securities
mature while we are restricted from purchasing longer-term investments. If we were to become a smaller sized institution, or the
composition of our balance sheet significantly changes, we would be presented with challenges, such as reducing our cost
infrastructure and creating a balance sheet with earning assets that would support that cost infrastructure while providing for
future dividends at an appropriate level. Structuring such a balance sheet would be more challenging in a low interest rate
environment. In addition, as we incur development and operating costs related to new products and initiatives, we may not
generate enough member demand and volume to recover such costs. For example, costs related to several of our new MPF
products announced during 2015 exceed the revenue generated by these products to date by an amount that is not currently
material but which could become so in the future. If we are unable to successfully transition our balance sheet and cost
infrastructure to an appropriate composition and size scaled to member demand, our results of operations and financial condition
may be negatively impacted.

Restrictions on the redemption, repurchase, or transfer of our capital stock could result in an illiquid investment for the
holder.

Under the GLB Act and FHFA regulations, and our Capital Plan, our capital stock is subject to redemption upon the expiration of
a five-year redemption period. Only capital stock in excess of a member's or former member's minimum investment requirement
that was subject to a redemption request, capital stock of a member that has submitted a notice to withdraw from membership,
or capital stock held by a member whose membership has been terminated may be redeemed at the end of the applicable
redemption period. Further, we may elect to repurchase excess stock of a member from time to time at our sole discretion
without regard to the five-year redemption period. Our current practice is to repurchase excess member capital stock within
three business days after receipt of a member request.

If the redemption or repurchase of capital stock would cause us to fail to meet our minimum capital requirements or cause the
member or former member to fail to maintain its minimum investment requirement, then such redemption or repurchase would
be prohibited by FHFA regulations and our Capital Plan. We also may decide to suspend the redemption of capital stock if we
reasonably believe that such redemptions would cause us to fail to meet our minimum capital requirements. There is no
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guarantee, however, that we will be able to redeem capital stock held by a shareholder even at the end of the redemption period
or to repurchase excess capital stock. In addition, since our capital stock may only be owned by our members (or, under certain
circumstances, former members and certain successor institutions), and our Capital Plan requires our approval before a member
or nonmember shareholder may transfer any of its capital stock to another member or nonmember shareholder, we cannot
provide assurance that a member or nonmember shareholder would be allowed to transfer any excess capital stock to another
member or nonmember shareholder at any time. There is no guarantee, however, that a member will be able to redeem its
investment even at the end of the applicable redemption period, or that we will repurchase any excess stock.

In addition, approval from the FHFA for redemptions or repurchases would be required if the FHFA or our Board of Directors
were to determine that we incurred, or are likely to incur, losses that result in, or are likely to result in, charges against our
capital. Under such circumstances, there can be no assurance that the FHFA would grant such approval or, if it did, upon what
terms it might do so.

For further discussion of our minimum capital requirements, see Note 13 - Capital to the financial statements.

Limitations on the payment of dividends and repurchase of excess capital stock may adversely affect the effective
operation of our business model.

Our business model is based on the goal of maintaining a balance between our housing mission and our objective to provide a
reasonable return on our members' investment in the cooperative. We work to achieve this balance by delivering low-cost credit
to help our members meet the credit needs of their communities while striving to pay a reasonable dividend on our Class B2
membership stock and a higher dividend on Class B1 activity stock in order to recognize those members that are using
advances, which contributes to the overall health of the entire cooperative. See Dividend Payments on page 57. Typically, our
capital grows when members are required to purchase additional capital stock as they increase their advances borrowings and
our capital declines when we purchase excess capital stock from members as their advances decline.

Under FHFA regulations, the FHLBs may pay dividends on their stock only out of previously retained earnings or current net
income, and our ability to pay dividends is subject to statutory and regulatory restrictions and is dependent upon our ability to
continue to generate net income. Further, the level of our dividend payments is restricted by our retained earnings and dividend
policy as further described under Retained Earnings & Dividends on page 57. If we are unable to maintain a reasonable level
of net income, we may become unable to pay dividends or maintain a higher dividend on Class B1 activity stock or the level of
dividends could be significantly reduced.

To the extent that current and prospective members determine that our dividend is insufficient or our ability to pay future
dividends or repurchase excess capital stock is limited, we may be unable to expand our membership and may experience
decreased member demand for advances requiring capital stock purchases and increased membership requests for withdrawals
that may adversely affect our results of operations and financial condition.

Members' rights in the event of a liquidation, merger, or consolidation of the Bank may be uncertain.

Under the GLB Act, holders of Class B Stock own the retained earnings, surplus, undivided profits, and equity reserves of the
Bank. Our Capital Plan provides that, with respect to a liquidation of the Bank, after payment to creditors, Class B Stock will be
redeemed at par, or pro rata if liquidation proceeds are insufficient to redeem all of the Capital Stock in full. Any remaining
assets will be distributed on a pro rata basis to those members that were holders of Class B Stock immediately prior to such
liquidation. With respect to a merger or consolidation affecting us, members will be subject to the terms and conditions of any
pla